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.IN comnestion with an intarde-
r porémental study of economic growth,
. the Office of Business Economics is

essessing frends i the division of

corporats income betwesn wages and
. profite. Ae a Dbackground to other
. parts of this project, the present
" article examines for the period 1928-62
+ the effects on corporate profits of
plternative methods of ealeolating de-
praciation charges.

' ' The present arcicle is enﬁreljr d:ascrip—
ﬁ!va. Itz sole objective Is to examine
~to what extent alternative methods of

' depreciation accounting medily the

\ chaarved movemmi of corporate profits
\ds measured {or national income pur-

',f'pusas over the postwar period and as

; compared with 1029, The article does
not attempt to esteblish, whether that
movement coo be called a long-term

j frend or whether it reflects more
fronsitory factors. No exammation s
made of the basic detecminants of

+ profits sueh as the supply of labor and
eapitnl, the degree of competition,

* technological change, the extant of

v copacity utilization, or money and
eradif,

: Nor does the article deal with che

" poseible effects of the historical profits

. patterns on other aspects of the
econoImy—e.g., on the course of prices,
vn investment mcantives, corporate
cash flows, or the further effects of
these on the functioning of the economy
or ifs various paris.

- It will be nmotad also that in this
study corporate profits are related to
tha valwe of corporate output as o
efandard. An alternafive appronch,
which would relaie them to invested
eapital, wae nob purenad.  This slterna-
" tive approach iz of equal significance
tnd necessary to a  comprehensive
svaluation of profit frsnds, but the
data necessary to pursae it from the
vantage point of this article are not
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available. However, judging from par-
tial studiss that have been made in the
past, it is quite possibla that the results
wonld differ substantially i the focus

of this study were the relation of

profitz to invested eapital rather than
to output.

Depreciation charpes are intonded o
measure the decline in the wvalue of
productive feecilities as » result of their
uze in production, their age, and thair
obsolesremee. The last, in turn, Tesults
from tha introduction of new methods
of production or produets, or fvom
changes in demand. These charges are
deducted fromn pross receipts along with
other expenses to artive at the profits
for the accounting pericd.

The depreciation charges calculated
for tax purposes, which underlie the
present national income accounis, are
bazed upon Fedezal tax lows and ragu]:a.-
tions and influenced by chenges in
them. While measuras of this type
are appropriate for some types of
economic soslysis, for masny other
purposes it iz desirable to have de-
precigtior, and profit series that ware
not affected by such changes.

Even after wo adjust for shanges io
the tax laws and their administration,
the caleyvintinn of deprecintion, and
conssquantly of profits, remains subject
0 & number of unresslved guestions.
First, there is no general agreement
sbout the way in which depreciation
tharees should be spresd over the
service lifa of a coapital asset; socond,
there are several ways of mensuring the
value of the total enpital that is to ba
deprecieted; and, third, in o dymamic
eeonomy such as ours it is very difficuls
to nssess the langth of the szervice lifa
cver which tha depreciation of the
capitel goods occurs.

Given these uncertainties, it is not
poasible to caleulaie depreciation and
profit series to which there would be
generyl comsent. Bukb it 1= possibls to
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calculate sevarel series, each based upon
reagoniable alternative asmueptions as
to depreciation formuls, raluation, and
gervice lifa. Then, from a comparizon
of the resviis so obtained, certsin con-
clusions can be drawn az to the effect
the different depreciation asspmptions
wotld hava had on the lavel and move-
ment of corporate profits. This is the
approach adopted im the present article.
The techniques of caleulating the sev-
eral corporate profit variants are ex-
plained in ihe appendix. The several
profits series calenlnted are those thai
rezudt When Jdeprecintion series based
on alterngtive aceounting methods are
substituted for those vsed for tax pur-
poses. These profits series need nob
be identical with those thaé would have
materielized If these depreciation meth-
ods had actuslly been nsed by corporate
management, becauwse use of such
methods might have led to different
price, production, etc. policias, and
therefore slso of profits.

It should ba noted that the alterna-
tive profits series are not part of the
ragularly published national income and
product nceounts. The reason for not
incorporsting tham in thess acoothis
ts twofold. First, thers is the lack of
apreement on 4 single approprista serics
just refarred to. Second, the present
estimates of alternative profit varants
nrs preliminary end aggregative, and
would have to ba refined further before
eny of them esan be considerad far
Inelusion.

Tha dissuesion is avransad as follows:
Tha pattern of the corporats profits
component of the nationsd ircome
aeconnts, which is based on sccounting
practices used for tax purposes, i3 first
reviewed. Corporate profits, bafors de-
precintion charges hava been. nettad
ont, ae then examined. Next, 2 ver-
aion of eorporate profits is infrodueed
which adjusts for varintions in tax laws
and regulatione. As wiil be explnined,
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thie is based on deprecintion churpes
caleulated on & straight line historical” *
cost basis. Subsequently, further profit-

. varignis are introduced, iovolving, in
turn, departures from, the straight line
formmla, from tha historieal cost method
of vallmlnun, and, finally, from ¢he
service lives that wnderlie the tax 1:'-&1*
culations of depreciation.

A major conclusion of the compari-
sons of these profit series is thet wll of
them displey a pattern similar &0 that
of the national ingome variant: They
decline relative to corporsate gross prod-
uct from the earlier port of the postwar
peried to 1962, and also for the longer
span, 192¢-82. However, the national
income variant ehows the largest rela-
tive decline. The stedy also shows
that the racent lavel of corporate profita
hasad upon nationel ineome concepts is
in the lower range of the lavels that
would bs registered if alternative roa-
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sonable methods of depreciation were

. served in tabla 1, snd in the charts,

It would have been most desirahle
to extend the long-term comparizon to
years earlier than 1929, but the dats
necessary to do so are not availebie.
From the partial information thai is at
hand,! i} seems hke]y that if an average
of prosperous years in the sacond half
of the 1920% were substituted for 1920,
the conclusion jost summarized re-
lating to the pattern of the profit share
would gentinue to kold, Tt would not,
howaver, ssem to hold in & comparison

made with the sarlier part of that decada.

Corporgte profity, notonal incomae
varsion

_Business earnings before taxes origi-
nating in the corporate system, as
1. Tarkow 1, Ostorte and Josech B, Epsictn, « Corporate
FRERT Brma-

Probis Hince Workd ¥War IL*" EravETr OF T
W=, Jananry 156,

CORPORATE GROSS PRODUCT AND PROFITS

NATIONAL INCOME ACCOUNTS
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messured in the naiional ncome e

-counts’ rose {rom $9.9 billion in 1929 4
~$d4 4. hillion in 1962, an average annpa]

rate ‘of increase of 4.7 percent. The
asnoual growth rate in sarnings slowed
to 2.% percent from 1843 to 1962,
The pattern of the postwar decline in
the Tate of growih of earmings would
have been substantially unaltered had
periods of high activity in 1859 or 1060,
besn used as the terminal point of the
COMPETISon.

The corporaté carnings measure dis-
cussed hers is the ssme as the sorporate
profits component of the nationnl .ig-
come accounts, except that dividends
and branch prefits received by U5,
residents from abrogd ore omitted,
while those rermitted from the Tnited
Btates to foreign stock holders are
inoladed. The eeries axeludes inven-
tory pains and losses, eapital pains and
losses, . and intercorporate dividends
from profita of domestic corporations.
The diseusgion is condunied in terms of
& before-tnx definition of profits, but for
those who wish to examine the after-
tax profite patierns, the dats are pro-
vided in tables 3 and 4. It may be
mentioned here that the conclusions
noted abova as to the broad patierns
displayed by the various before-tex
profits series hold also on an after-tax
basis.

Corporate earnings may be compared
with totyl corporate gross produet, the
corporate component of GNP. Corpo-
rate gross product iz the mearkst value
of the outpit of goods and servines
originnting in the corporate secter of
the aconomy, net of intermadiats prod-
ucts used up in produetion. Another
meguingful comparigon of corporate
earnings would be with total income
originating in corporate husiness. This
iz the sum of corporate earnings, employes
compensation, and net interest. It
differs - from corporata gross product,
which in addition includes depreciakion
Ghargea indirect business taxes, and o
few minor items. Cumpﬂ.rmuns with
corporate gross product are presented
in tables 1 1o 3 in this report; compari-
sons with corporate income orviginating
are shown in table 4. The conclusious
a8 t0 major trends are substentislly. the
same whether income eoripinating or
corpocnte grose product is used nd B
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frame of referance. However, sinée a CORPORATE PROFIT SHARE UNDER ALTERNATIVE

recent SURvEY article® on cerporate DEPRECIATION METHODS -
profits used the corporate gross product All . . . . f
framework, the discussion here will be cﬂ:’::‘: af Corporalx meﬁh“m vra Taxes* i a Percent o

ju the same terms.

The firs¢ chart ceatly indicates'shat "o o Corporala Grow Prodva

in the postwar period the rate of in- ol : Foperar il '
¢rense of corporate earnings, depicted 5k T e /W -
by the solid line, has fallen relative to : T

that of corporate gross produst, the . 20— _______________ S N R o
dotted line. Thizs rélative decline is : ' - e N |
summarized jn the downward move- - Heptenol tncome T
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tke deshed lme in the second chart. 2 e Sentes e
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ings were 21.3 percant of corporate grom — R -
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Korean War} and then declined to a :
low of 14.4 in 1962. A similar pattern 2 Double-Declining frimes,
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1961 rather than 1962 woare the terminal w L T
yenrs.

In the longer run also—{rom 1929
to 192—the growth of corporate gross w -
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during the postwar peried, and com-
paratively shortlived equipment, whick,
corries o high aonouwal deprecistion
- quota, incrensed relative to structuree,
which have longer service lives and
consequently lowsr annual depraciation.

Also, the large postwar additions to
the capital stock were nt prices con-
siderably higher than those embodied
in the steck thet was subject to depra-
ciation al the beginning of the peried.
Ag tha older stock was replaced by new
items, deprocintion cherges rose, re-
ﬂe-ctmg the higher postwar priea levels.

Finally, changes in tha tax laws and
regnlagions further contribuied to the

rapid growth in deprecistion allowances

in the postwar paricd. Thess changas
consisted io the provision of certificates
ol nécessity which permitted the ac-
celerated amortization of defenee facili-
ties during World War I and the
Eorean War; the authorization for tex
purposes of accelerated methods of
depreciation for new investment by the
Ravenne Act of 1954; and the promul-
sation of the DerkEciaTion Guine-
uNEs of 1962 which effected 2 bread
reduction of service lives for tax pur-
poses. :

It is apparent that an economic
interpretation of & profit series based on
depraciation charges so massured is
dificult. However, one may sbstroct
from these charges by examining cor-
porate profits before deduction of dapre-
cindion,

Clarporate profits plus total depreci-
ation allowances rose from $13.8 billion
in 1929 to $72.7 billion in 1962. For
tha overall period, tha percentage of
ecorporate gross produet acecunted for
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by corporate profits and depreciation

fell by 3.6 points. In the postwer

pericdd, 1942 to 1962, this percentags
declined from 258 to 23.6, which is

" oneg-tiolf of the decline in the shara of

national meoms profita in the corporaia
grose product.

Thus, sven with dspreciation sllow-
ances added back, profils were raduced
relative (o corporata gross produst.
This implies that thse depreciaiion
sccounting wunderlying the nstionsl
ineome ealondntions is not rexponsible
for all of the observed reduction of the
profite share.

However, thi= iz not a2 complete
analysis. Depreciation charges shonkd
be deducied to arrive at & meaningful
measure of profits,. Wa ehall accord-
ingly examine the levels and trends of
corporate profits under alternative
methods of depreciation secounting.

Corparate profits adjnsted for legal
changes

The first elernative measure of
profits that will be examined iz based
upon dapreciation charges that have
besn adjusted to eliminate the effecta
of the major changes in the tax laws
and regulations that have just besn
enumecated.

Elimmation of the effect of these
changes from the depreciation estimsates
used for tax purposes converis these
into straight line historical coat depra-
ciation serios with service lives as
acttually used. These service lives are
horeafter referred to as tax lives, This
mathod, which is the simplest and most
straightforwasrd one, writes off the
original cost (to che last buyer) of the

Toble I=Corporate Profita 1 Under Alternative Depreviation Formulag and Corporate
Lross Produot., 1020, 1048, and 16X
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capital asset in equal installments over
its estimated service life.

The sdjustments that we heve bsm
able 4o make do npd elminade all effepts
of chenges in the tax law snd it
administration. Less important changes
in legislation have not been taken intg
account, Nor have changea in enfozce-
ment procadurss that have ocourred
during the period. In particular, en-

forcement was tightened in tha early
1830 snd probably resulted im some

deerease in  recordsd - depreciation
charges,

From 1952 to 1062, the profit seties
adjusted as indicated above ie higher in
level than the profit component of the
national ineome secounts. Corporate
profits would have been slighily highar
m 1948 in the sbsence of the legal
chenges that have liberalized deprecis-
tion procedures for tax purposes. In
1962, they would have heen $5.2 billion
higher than the profita caleulated in the
national income accounts. But the
salient longterm and postwar move-
ments persist. Specifically, adjusted
profils as a percentege of cozporate
groes product fell 3.4 points over the
overall period and declined by & points
from 1943 to 1962, However, the
ralative decline was not cuite so large
2e in the national ingome version of the

grofits shars.
LCorporate profits with double-
declining balance depreciation
There is & significant body of upinion
which holds that the value of o capital
aeset declines at approximstely a con-

‘stant rate throughout itz service lifs

rather than by a constant amount as
under the atreicht lne method. Ac-
cording to this view the dominant
compenent of depreciation is obaoles-

.cemes.  This is assumed to progress ot

u conztant percentame rale so that the
aboolute decline in the walus of the
existing eapital io grester in the earliar
than in the Iater part of its zervice lifs.

Thera are several depreciation for-
rulas that produce an accelarated write-
oif of fized assets. Two of thess mre
the sum-of-the-yaars-digits mathod and
the double-declining halaneca method,
Loth of which ware authorized For tax
purposes o 1954, The declining hal-
ance formuln iz the mare frequently
usad of the two methods. In the
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present section, the effest on corpor-
ate profite of employing the declining
bhalapce method is examined. The
double-declining balance method com-
puiea the annual depreciation charge
by applying a constant percentage to
the undeprecinted part of the invest-
ment in the year in ‘which the computa-
tion iz made. Specifically, s percent-
nze which is twice the straight line 1ate
is used, '

A profit semies based on the double-
declining balance formula, historical
coat veluation, and service lives used for
tax puposes hns been computed, and
Is presented in table 2. The movement
mn thiz profit varisnt corresponds closely
to that of the nationel iveoms profit
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geries; the differenice between the two
does not exceed %2 billion except in
1962, the year that Fuideline: was in-
troduced. - In the terminal year, doubls
declining profite were $2.8 billion higher
than the naticnal income wariant.
Both szeries rise rapidly after World
War IT, bat after the eaxly 1850°s their
rates of growth begin $c taper.

To 1955, the corporate profits hased
solely on the denble-declining balence
method bagan to exceed the national
income version. The double-declining
profit series hed hegon to catch up prior
to 1955 with the naticnal income profit
serias. In sddition, there were large
increases in depreciation bused om the
uee of certificates of necessity in 1055;

MEASURES OF CORPORATE FROFITS UNDER ALTERNATIVE

DEPRECIATION METHODS, 1962
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these tended ‘o rajse depreciation al-
lowances above the normal straight
line rates. Coupled with the sibhori-
zation to use double-declining balance
and sum-of-the-vears-digits methods in
1854, the reported depreciation allow-
ances used lor nutiong] incmne purpeses
for the first time exceeded those com-
puted oun the basis of the double-
declining balance formula aloene,

Just ns with all profit variants dis-
cussed so far, the share in corporate
rross product of profits based on dow-
ble-declining balance depracintion has
fallen zinca 1929 and especially in thes
postwar period. However, the de-
eline-—{ron: 18.8 percent in 1929 to 15.3
percent in 1962—is slightly smaller then
the 5.1 point fall for the same period in
the national incorue profite share of
corporate gross product.

A profit serios based on the iriple-
declining balancas forpula was also com-
puted but iz not shown. The level iz
lower than sither the double-declining
balance or the nztionsl income profit
geries. This was to be expected, since
az long s investment is growing, triple-
declining depreciation allowanees tend
to exceed double-declining deprecia-
tion, which in turn fend to be greater
than strpipghtf line deprecintion.

The problem of the valustion of
asserst

Aside from the difficnlty of choosing
a depreciation formuls, there is the
problem of valuing fixed asseis for
depreciation purposss.

All of the profit seriss presented so
fer ore based on depreciation chorges
that, caleulated over the secvice life
of an asset, equel its original cosk.
Such depreciation charges fall short of
{exceed) the replacement cost of used-
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up itemns if capital goods prices rise
(declmec} duriog the peniod in whick the
aszet 13 being written off. An alber-
nptive 18 to caleulnte depreciation in
terms of current costs. 'This method

15 advotated on the ground thet 1

sots n=ide funds equalmz the current
replacernent cost of tha used-up items.
The profits that would bave resulted
for 1929 and the postwar period had
firmz used straight line depreciation,
box service lives, and valued the depreci-
ation of their asseis in terms of current
cost are shown in table 2. They trace
out the by now familiar pattern—a
gharp rise in- the immedicte postwar
pariod and then a reduction in their
rite of growth. However, this series
is lower than the national income ver-
sion af corporate profits axcept for 1962,
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In other words, even though the
pativnal income profit estimates in-
eluded the offect of the extrs depreci-
ation due to accelernted amortization
of defenes facilities, sand the 1954 tax
law snd administrative thanges, de-
preciation charges would have been
still larper, and profits correspondingly
smaller, had current-cost deprecistion
based on tha application of the straight
lina formula to normel lives before the
introduction of Guidelines been usad.
When prices are rising, revaluation in-
trespes depreciation charges as com-
pared with ‘Tistorical eost depreci-
ation—ijust as the axtra depreciation
due to the tax and administrative
measures taken, augmented chanzres
over the standard straipht line writeof.
In the period under review, the effect
of using current cost deprecistion

Tretobier 15G5

would have been laagar than was the
affect of tha various liberalization mens-
ures that were introdueed. It wos not
until 1962, when Guidelines was intro-
duced, thet these relationships were
reversad.

Relative to corporate gross produst,
the straight line revalued profits fall
less from 1948 to 1962 then does the
oational income versicn. The same
pattern is observed if revalued profits
are comipared with original cost profits
for any given depraciation formuls.
Corporate profits under different

- service lives
. The wversions of corpuraie earnings
discussed so far have been based on
service lives which are thought to

" approximate thnae used for tax pur-

Tabla 2. —Corporate Profits Before Taxes* Under Alternative Dopreclation Formules and Corporate Grose Product, 1929 and 194762
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poses prier to the introduction’ of
Guidalines  Altermntive gssuInptions
concerning service lives can now be
exazined.

Table 2 presenis & corporata pmﬁt.s
series based on struight line deprecia-
tign, historical cost ‘valuation snd
service lives 25 percent shorter than
tax lives. From 1529 io 1954, the
absclute level of this profit vsriant
terids t0 be lower than the naifonal
income version, but after 1954 it ex-
ceeds 4. Im 1062, the difference be-
tween the two variante is §2.9 hillion,

Tha atandard - pattern of decline in
relation to corporate gross produwet is
observable in -this seriés also. It is
somewhat more pronouncad thin in
the straight line historical eoet series
hased upon tax lives.

Profit series for lives 25 percent

SURVEY OF CURRENT BUSINESS

ghorter than tax lives have been caleu-
tated nlso for corporate profita based
upon. all the versions of depreciation
formuls and valustion procadure hither-
to discussed—straight line and dowhle-
declining formula and historical and
current cosé velustion. Thess varianis
of corporate profits, which are nob
shown in the table, all axhibit the
typical paitern of decline io relation
to corporate gross product that we
have observed hitherto. In general the
retardation is somewhat larger under
the shorber service life assumption
than under the tax Iife assumption.

Although rocent legal and adminis-
trative changes affacting dapracmt.mn
charges for tox purposes have been in
tha direction of shortening servige livas,
it iz terasting to see what the lavel and
trend of corporate profits would have

11

been had longzer service lives been nsed.
In table 2 corporaie eaznings: have bean,
compuked using straight lina deprecia-
tion historical cost veluslion and serv-
ice.lives 25 percent longer than. those
underlying tax lives pricr to the intro-
duction of Guidelines. As would be
expected, this results in higher levels of
profit than are obtained under the
depreciation methods uwnderlying the
nationtal income version—and indeed
any other version of depreciation ac-
counting that hes been discussed in
this article. However, the pattern of
retardetion in relation to corporate
gross product persizts in this vamant of
corporate profits also, but it is some-
what lass pronounced than the straight
ling historical cost variant based wpon
pest practice with respect to sf&rﬂm
lives for tax pu:posas

Tablr +.«~Corporate Frofizs ﬂhfm and Aftor Taxes)* Under Alternstive Depreciation Fomuulez and Corporate Income Quigioating, |
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In the hasie caleulations, lives 25
percent longer shan tax Itves have been
applisd alse to the other depreciation
_ formulas and valuation procedures dis-
suzsed previoudy in the text.
thess additional worinnts, which are
ot shown in this report, exhibit the
common  pattern of retardation of
profits?*

Appendix

Thizs appendiz outlingd the protedares uead
i derive ibe profits varinnis in the arvicle.
The wmationel incoma version of corporata
profite iz tot digeugsed have sinoa the assump-
tions god dats embodied in it are described
sicewhare.? .

T The gat a profits series hased on various
valuation , Bervice Xives, and depresintion
formulas wera abriained by exscuting the follows

in%, Herles were prepared for (a) Gotal nom-
farm, nonrosklentlal capitel consumpiioh
shargerf and (b)) coroomata  devreviation
ms, Inolading farma and reaidences,

on the etraight line method, historical
mrpm“mmﬁ:i - deoe by adjusting the

% s wnog ¥ nsting
g;ie: uoderlying the national ipoolie aeedunts
1o climinate the sifeete of major lagal and
administrative chaoges affectiog siation
arcouning: the accolarated sm oo of
defenap facilities authorized o Wordd War I1
and the Horsan War, the permisdon to s
double-declindng or sum-of-the-vears-digits
method in 1954, and the reduction in perviee
Yves parthorieed by Guidelines in 1062,

2. From the depreciation variante ion The
Capital Goods Btudy’ = depreciation serfas
for nonfarm, nooremidentis]l structures abd
cquipment which was highly correlated with
the sarigs defined in 1{n) wag esacted. This

ved,
3. Porty-iour additienal depreciation wari-
anta for nonlarm, noresldentis] strootures and

4. ¥ony of the peofib vartants publidhed In the sribole
poseds prakody tn the sarky that wonl

st siggpeated by tho T = idritmar hod broan wead ta

calulate da th ok, A comparieeo of the

based epon current taE finktle Srith tham baoed
1ivea 25 parcamt shrirtar 1 it the chmtag:wxim—
toon Phat ean bt ftnnd Lo Bkt s port b the eloits of Gy ldaline
£ sarico B,
A catih o b ey o coralnge hogsd au stralghd Y
Aupirietntbar md hw‘hm: vRRHLAH Tl
HiTEon beatwean the tax pervies lie and the 25 piyeem

betoresn the iwe sarvies 1Ue wetmpbbtions for the Ttk
dcoliaine belmnee doprecition twthod and histerlsal ook

-
H

valnatioe Fhelds u dlMersnss: of vy B Blim  Thow
figaras cannwk ba oo ﬂlruf-grﬂifh tha patimntes Hlt
hava becn mida of alierta po raporked

in Bk ard
ul Wmm trdu-ﬁll‘ ]H‘:llll
& U5 INODME AND 0111 PUT, T 8. Tapartment s

o Cie Al T E Beanhi 1.0,
mﬁ' ATYON AL INDOMIL, 1084 Eq ik, o Shppbianént
] ¥ oF Ovareyr BimnEss, 1.5, ent of
al Do Offley of Bosiness Eptnamie:, neton

D.Br.'i‘ Robert B Graborn, Jr. o Yeanmela
"

5 Thin capllsl oonsmpthin sadke  excdode dmmu
atiribublabla Muhld&mmhulhwhdmdn% [
capltal chmrpad bo wurrnl sxXpanss kor e in-
Yoshment mmmwhlchh&duu_thmnmvhﬂd;i
Wﬂ%ﬁmmnhmmu okl
1. This sy B desoribesd B W ofGcla BF Tasel of ml W
taleroncs hag boedn I,
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All of -

sapvice lives used for tax -

SURVEY OF CURRENT BUBINESS

equipment were Shen selected from The

anﬁal Goods Study. These wers bassd on-

vargue combinativne of streight line, double-
dealining snd toiple-declining baianos melkods,
historical cogt and fwo a8 of corrent sost
valuation bases, and five diferent service life
Adsumpticns,

4. The ratfos of all varimnts in (3} 0 the
d tion serlas daefined in {2 mere calen-
lated. These ration cover oenfarm, Doo-
rezldentinl depresiation.

E. atio in (4 wag then maltiplied by
the scries defined o 1{b), This yialded 44
alternative estimefes of corporate depracia-
ticn covering all dapraciation in the corporate
gettor. The shortent prosedure implied for
porporats farm pnd resdentint depreciation
mﬁad by the smallneas of fhese foro
8. Tuial corporats dspreciation <cha
unadjiested for tax changes, were then
back to the corporate profits that are com-
puted for the naiional income accounts.

7. From the grozs oorporate profts serion
ih (B the plternative dopreciation seriez
develeped in L{b) and (5) were deduched
Thls produced &5 alternative profit ssriss,
each on 3 different get of asadmphioo

conierting the meécounting for depregiation

char, Ooly eight af these are discussed
in the text. The othare ara availabla for
examination.

Manufacturing Output

(Continucd fram o 4

Total new bookings for metal-cutiing
and forming tools reseived by machine
tool builders have been running well
above year-ago levels. From January
through Augost new domestic orders
wers one-fourth sbove those in the
comparabls 1962 period and the hipheat
totsl for the period since 1957, Baels-
logs for metal-cuiting tools expandsd
to 58 monthe of shipments ot the
Auguat rate of deliveriee—up from 4.2
at the beginning of the year and 4.1 in

Angust 1§32,
Omiput of freight and passenser
squipment—ajreraft, motor  &rocks,

ehipa, and raifroad equipment~—showed
litile change through May and than
advanced sharply, mainly as o result
of a large increese in motor trucks. In

" nonantomotive equipment lines, over-

all activity showed liitle changa from
Jagumy to August. I[n the cose of
radlrond freight cars, deliverizs to Class
I railroads in the fost 8 months of the
year were only =lightly above the yenr
earlier period but theve was some im-
provement during the summer months,
New bookings for freight cars were 40
percent higher and backlogs, wlhile sl

Octobar 1068

very low relative to the late 1950',
alzo advenced. The prospectiva in-
crease in shipments is a reflaction .of the
improvement in reilroad eacnings, whish
has been underway for the pasi yesr oy
g0. Total capital expendithres of rail-
roads this year, it may be noted, are
programmed at $1.1 billion, & 25-percant
incrense over 1362, with the bulk of the
rize earmarked for equipment purchases.

In the commercial equipment sector
—uoffice, service, and telophone eguip-
meant, fiziures and office furnibure—
ontpul pesled in the summer months
of 19062, continued on a high platean
through December, and then tended
dewnward this year {o & rate 2 peroent
under the July 1862 peak. The amall
reducticn in cutput followed an almost
uninterrupted 4-year rise which lifted
the commercial equipment index some

&0 percent over this period, by far the

larpest insrenss in the business equip-
ment asetor.

COtpot of farm machinery, whils fol-
lowing an erratic pattern so far thie
Fear, haa been rumning well above last
Fear's production. For the fitst B
months, output was 14 percent sbave
the same period last yesr and 10 percent
highar thon the average for all of 1062,

Current cyciical nprurn in perspec-
tive

The present cyelical wpswing in
mmanufseturing produstion which bepan
in February 1961 hae now eoxtendad
over a period of 32 months. This i=
11 months longer than the entire ad-
vonee of the 1958-80 upturn and 2
months less than the full 1954-57
expanaion, The I049-43 rise, whieh
encompnased 3 Fears of the Korean
crigiz, lasted 50 montha, It shoold be
pointed out that within the longer
recoveries thera bave been periods of
varying duration during which output
remained relatively Hat, ss way the
case in the second half of 1962 gnd the
summer of 1953. The increasa in ouk-
put 0ver the latest 32-month period has
amounted to 23 percent. This rise
matches the relative advance after 32
months in the 1864-57 vptura buk falls
short of the rise during the Korean

period,



